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CONFLICT; Causes and Patterns 


in the Management of Business 


Joseph Earle Birnie 
and 
Michael H. Mescon 


The management of business is the management of 
change; and, according to more than one writer, change is 
the status quo. If change and company survival go hand in 
hand, and they do, and management is directly responsible 
for company survival, then management must thoroughly pre- 
pare itself for the continuous pattern of hot and cold, open 
and hidden conflicts that are the natural accompaniment of 
change. It is the purpose of this article to examine and 
analyze this conflict. 


THE DECISION MAKER 


The process of management is a process of making deci- 
sions. In effect, the manager is a professional decision maker. 
He is literally appointed to make decisions that are com- 
patible to company survival and growth. The manager's 
effectiveness is therefore related directly to the quality of his 
decisions. In making decisions, today’s manager is often in a 
much more untenable position than the entrepreneur, the 
traditional risk-taker. To the old entrepreneur, business failure 
was not charged with the same type of social stigma that is in- 
volved when today’s manager makes the wrong decision.’ In 
many instances, with today’s manager, it’s one strike and 
you're out. Understanding the dynamics of change and conflict 
is therefore essential to the manager's survival. 





Note: Mr. Birnie is president of the Bank of Georgia, Dr. Mescon is 
associate professor of human relations, School of Business Adminis- 
tration of Georgia State College of Business Administration. 


1Unfortunately this fact has not been given proper recognition. 
People are slow to realize that the manager cannot operate in a vacuum. 
While he has a social and moral responsibility to society, it might be 
argued that his most immediate responsibility is to the shareholders, 
since this group, along with the company directors, provides the 
operating and policy framework for management. 
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AN INDUSTRY-ORIENTED SOCIETY 


Ours is a typically urban society. Industry and the real 
and/or imagined advantages of city life have more than altered 
the basic social structure of the United States. We have be- 
come industry oriented and industry dependent. Our status 
consciousness and anxieties have been examined, condemned, 
rationalized, and explained by social scientists and business 
practitioners. We have been warned of the danger of con- 
formity, and have, in our attempt to remedy a situation not 
fully understood, become in many instances a nation of stud- 
ied nonconformists who must conform to the pattern estab- 
lished by other nonconformists. We talk of independence 
without establishing the necessary framework for such an 
analysis. Total independence, either individual, group, or 
national, is an impossibility in a world in which we are de- 
pendent upon others for a potpourri of goods and services. 
These statements are not necessarily judgmatic nor critical in 
nature. At least they are not meant to be. In intent they are 
descriptive, functioning as a basic point of departure for an 
analysis of conflict. 


CONFLICT 


Its Causes 

While the facade of conflict has somewhat changed, the 
basic cause of conflict has remained essentially the same— 
namely scarcity. Scarcity here refers to a deficiency on the 
supply side of a whole complex of factors running the gamut 
from money to power. Conflict, then, is not itself a cause, but 
is the net result of our struggle for money, power, land, status, 
political control, to cite just a few. Because these scarcities 
must always exist, society can never attain a true state of social 
equilibrium, even if such a state were desirable. What is im- 
portant, however, is that we develop exact insights into the 
nature of conflict so that destructive conflict may be either 
eliminated or more effectively controlled. 


Patterns 
Essentially, conflict is either overt or covert, socially .ac- 
ceptable or unacceptable. Overt conflict is best illustrated by 


3 








wars, strikes, and the ease with which the social and economic 
consequences of such actions can be observed and measured. 
Covert conflict is often a more sophisticated, not necessarily 
humane, method for attaining certain factors. Of course, 
whether a particular conflict, either overt or covert, is ac- 
ceptable is a matter of cultural acceptance, with certain pat- 
terns of conflict being perfectly acceptable in one culture and 
completely rejected in others. More specifically, while conflict 
itself tends to be a universal phenomenon, the outward mani- 
festations of it tend to be culturally and situationally de- 
termined and refined. 


The Cycle 
The conflict is made up of four parts: 
1. Competition 
2. Conflict 
3. Antagonistic cooperation 
4. Mutual incorporation 


The first stage, i.e., competition, is set into motion by two 
or more groups or individuals striving for an identical factor. 
Now, unless the competitive phase of this cycle is carefully 
controlled, or unless one group or individual is immediately 
able to overwhelm another group or individual, competition 
leads to the conflict phase. This phase may take any of the 
forms previously described. In any type of conflict situation 
one of the parties, whether a prize fighter in the ring or a 
nation at war, emerges with some degree of victory, forcing 
the other side into the accommodation of antagonistic coopera- 
tion phase. Usually this phase, for all practical purposes, is a 
cooling-off period giving the parties involved the opportunity 
to plan further competitive strategy, which in turn ignites an- 
other conflict cycle. Certainly, this is especially true in labor- 
management relations where there appear to be constant cold 
war pressures, due to symptom rather than cause treating, on 
the part of both management and labor. The final phase of the 
conflict cycle, mutual incorporation, appears to be virtually 
unattainable. In order for this to exist, both parties involved in 
the conflict must be willing to come to mutually acceptable 
terms from a social and psychological, rather than just a 
legalistic, point of view.” 


The Traditional Approach to Conflict 


Treatment and analysis of conflict today is quite similar to 
medical treatment during the infamous reign of the Black 
Death, the major difference being that this primitive approach 


2From the point of view of institutional perpetuation, “mutual 
incorporation” may be consciously averted, since an institution, in 
order to survive, must constantly demonstrate that it represents the 
best vehicle for satisfying individual and group needs. Certainly, 
reaching the point of mutual incorporation might very well weaken the 
institution’s image as 2 need-satisfier. 
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to disease was, in many instances, clearly superior to our 
modern-day approach to conflict. Conflict, and this is espe- 
cially true in the area of human relations, is still handled too 
often on a symptom rather than a cause approach. While 
highly ineffectual, this approach requires considerably less 
skill and effort, and is about as effective as curing cancer with 
an aspirin. The truly unfortunate factor is that social scientists 
today have done a fairly good job of analyzing conflict but, for 
One reason or another, have not transmitted this information 
to business people in positions of power and responsibility. 
Until this is done, conflict will be an integral part of our way 
of life. 


Future of Conflict 


It is apparent that conflict is here to stay. It is inextricably 
woven into the fabric of our social and economic structure. 
Many feel conflict provides the impetus for institutional and 
company growth and development and as such may even be 
desirable in certain respects. Therefore, management must 
recognize that conflict is not an ephemeral phenomenon, but 
is an almost natural accompaniment of change and the result- 
ing adjustments that change precipitates. Recognizing conflict 
as an almost constant and continuous process, management, by 
exercising planning clairvoyance and action can be better 
equipped to direct the energies of conflict into more produc- 
tive and creative channels. Further, it should be clearly recog- 
nized and understood that neither the processes of conflict nor 
management decision making can take place in a vacuum. It is 
neither feasible nor realistic to assume that management can 
make decisions that do not have both direct and indirect influ- 
ences upon society. Management is a social control. In resolv- 
ing conflicts it is incumbent upon management to weigh 
possible alternatives in terms of company objectives. The per- 
petuation and growth of the firm is management's first respon- 
sibility, even though company objectives do not always appear 
to be compatible with what is currently considered to be so- 
cially acceptable. This should not lead the reader to believe 
that management should not develop a social awareness. 
Nevertheless, as long as management operates and is evaluated 
by pragmatic processes and criteria, this social awareness is 
not always in touch with the realities of individual and com- 
pany survival. 


Perhaps it would be morally and ethically desirable for 
management to use the Judeo-Christian framework in resolv- 
ing conflicts and making decisions. The business application of 
certain basic tenets included within this framework might 
very well eliminate severe conflicts. This statement, however, 
is especially judgmatic in nature and opens up a whole area of 
investigation centering about the nature of management's so- 
cial responsibility. However, this is not the basic purpose of 
this article, although it is perhaps extremely artificial to talk of 
conflict without exploring, in depth, the ethical as well as the 
pragmatic approach, assuming that the two, i.e. ethics and 
pragmatism, do not always complement each other, 
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beginning a new sertes 






they MARKETING CENTER 


New Developments 
in Marketing Strategy 


GOALS OF MARKETING MANAGEMENT 


There has been a considerable division of opinion as to the 
role and goals of business enterprise in our economy. Econo- 
mists clash over the use of public versus private expenditure 
for the betterment of our society. Survival, growth, profits, 
market position, size, degree of horizontal and vertical inte- 
gration, and other similar topics arouse vigorous debate. It 
must be recognized that there has been a shifting focus of ob- 

jectives which characterize “the evolution of modern business: 
@ #2 first, from a focus on profit for the owner to striving for mar- 
ket position and success against competition, and most recently 
to a focus on growth in which there is a continuing planned 
effort to enlarge the size of the market.” 

Dean consistently argues that a business firm is designed 
to make profits. Howard hedges by saying that “strategy is de- 
signed to maximize long-term profits within the limits de- 
termined by top management's view of the company’s basic 
objectives.”* In his view this is the ideal toward which a 
firm strives. 

The argument can be raised about maximum profits over 
what period of time and for whom. Simon, in his review 
article, argues that the notion of satisficing rather than maxi- 
mization is significant.‘ Satisficing has long been of more in- 
terest to the psychologist than to the economist. In many 
psychological theories a motive to act is based upon a drive, 
and action ends when the drive is satisfied. Simon believes, 
like many others, that these models of satisficing are richer 
than models of maximizing behavior. 


Harry A. Lipson 





1J. B. McKitterick, “What Is the Marketing Management Con- 
cept?” The Frontiers of Marketing Thought & Science, ed. Frank M. 
Bass (Chicago, Illinois: American Marketing Association, 1957), p. 77. 


2Joel Dean, Managerial Economics (New York: Prentice-Hall, Inc., 
1951), p. 3. 


8John A. Howard, Marketing Management (Homewood, Illinois: 
€ e Richard D. Irwin, Inc., 1957), p. 36. 


4Herbert A. Simon, “Theories of Decision-Making in Economics 
Note: Dr. Lipson is bead of the Marketing Department, School of and Behavioral Science,” American Economic Review, June 1959, p. 
Commerce and Business Administration, University of Alabama. 262 ff. 
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THE CONCEPT OF MARKETING STRATEGY 


Duddy and Revzan are the only authors of standard texts 
who state that marketing strategy is an active and explicit 
function of marketing.® They use the word “merchandising” to 
stand for that function which emphasizes the use of strategy 
to secure the advantages of innovation in planning combina- 
tions of the marketing variables with the purpose of out- 
maneuvering the competition. To them strategy is the use of 
superior mental power in making a conscious master plan. 

Wendell Smith, in a paper presented in 1958, said that 
strategy is concerned with the creative elements of a goal- 
directed plan. In his words, marketing strategy “becomes the 
central theme which integrates and coordinates the many and 
diverse elements of effort to be stipulated in the marketing 
plan.”* 

Strategy may be considered a sequence of decision rules 
which give a complete description of the marketing practices 
of a company, their sequence, and their timing.’ These rules 
are formulated so as to provide for the best action in the event 
of any one of all possible happenings. The essence of strategy 
defined in this manner is that, in planning, the future is 
never known, so the decision-maker should provide in his 
plan for all eventualities. 

Strategy implies that all dimensions of the marketing plan 
have been consciously integrated. The term “marketing mix” 
is frequently used to describe the state of these dimensions at 
any given point in time. Some believe that a marketing strat- 
egy consists of two parts: (1) operating objectives (called 
targets or goals), and (2) combination of instruments (called 
marketing mix or means) .® 

The game theorists construct a notion of strategy as the 
complete set of instructions or plan of action which states what 
to do in every contingency. It takes into account all informa- 
tion concerning the moves of others who are interlocked and 
who have different goals or objectives since no one is in com- 
plete control of all of the factors influencing the outcome. The 
individual decision-maker has to work out how to achieve an 
optimal return (payoff) while taking into account the action 
of his opponents.® From the point of view of the decision- 
maker the alternative outcome is only a probability. 

Economists have given us the assumptions of perfect 
knowledge and costless transactions. A real question for mar- 
keting men is the optimal methods and cost of reducing the 
uncertainty from inadequate information. This is the aim of 
research. The strategy to be followed must come from a study 
of the firm itself, from study and analysis of competition, and 
from investigation of the market. 





'Edward A. Duddy and David A. Revzan, Marketing (2nd ed.; 
New York: McGraw-Hill Book Co., 1953), p. 36 ff. 

*Wendell R. Smith, “Marketing Strategy—The Prelude to Plan- 
ning” (paper read at the Southern Economic Association, Atlanta, 
November 1958), p. 5. 

7John A. Howard, op. cit., pp. 36-40. 

8Alfred R. Oxenfeldt, “The Formulation of a Market Strategy,” 
Managerial Marketing, ed. Edward J. Kelley and William Lazer 
(Homewood, Illinois: Richard D. Irwin, Inc., 1958), p. 267. 

®For a short presentation see Martin Shubek, “The Use of Game 
Theory in Management Science,” Management Science, October 1955. 
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The Social and Economic Responsibility 
of Decision-Makers 

Businessmen must relate the nature of competition and 
price policy to market conduct. Those characteristics of the 
market which seem to influence strategically the nature of 
competition and market conduct are (1) degree of seller 
concentration, (2) degree of buyer concentration, (3) de- 
gree of product differentiation, and (4) conditions of entry.?° 

The study of decision-making in business includes the 
analysis of the operation of private firms under free market 
conditions. The preservation of free markets and the regula- 
tion of competitive behavior are basic to marketing strategy 
considerations. The improvement of marketing concepts would 
be expected to contribute to more effective regulation of 
markets and marketing. A number of economists believe anti- 
trust enforcement must be focused upon market conduct in 
the context of market structure and not upon performance di- 
rectly. Some new writings discuss the feasibility of defining 
market power by law and curbing aggressiveness.’ These 
illustrate that there is a need for an adequate conceptual 
framework of the legal limitations of marketing action con- 
ceived through the development of a marketing strategy. 

It is generally considered that market behavior involves the 
tangible functions of (1) marketing research, (2) product 
planning, (3) product development, (4) product service, 
(5) order service and inventory control, (6) selling, advertis- 
ing, and sales promotion, and (7) public relations.’? Marketing 
strategy is the integration of these in a detailed marketing 
plan that effectively encompasses both the physical distribu- 
tion factors and persuasion factors. There are important 
aspects of psychology for the businessman to comprehend if 
he is to carry out that part of the marketing plan devoted to 
persuading a middleman or a customer to accept a product or 
a service in the market place.** The moral implications of 
these influences must be considered by the planner. 


THE FORMULATION OF MARKETING 
STRATEGY 


A great deal has been written and said about the sequence 


Joe S. Bain, Industrial Organization (New York: John Wiley & 
Sons, 1959). 

"Carl Kaysen and David F. Turner, Antitrust Policy, an Economic 
and Legal Analysis (Cambridge, Massachusetts: Harvard University 
Press, 1959); George Hale and Rosemary D. Hale, Market Power: 
Size and Shape Under the Sherman Act (Boston, Massachusetts: Little, 
Brown & Company, 1958); Ewald T. Grether, “Economic Analysis In 
Antitrust Enforcement,” The Antitrust Bulletin, Jan-Feb. 1959, pp. 
55-76; Ewald T. Grether, “Marketing and Public Policy,” Proceedings, 
Conference of Marketing Teachers from Far Western States, ed. Del- 
bert J. Duncan (Berkeley, California: University of California, 1958), 
pp. 200-209; Herbert F. Taggart, Cost Justification (Ann Arbor, 
Michigan: Bureau of Business Research, School of Business Adminis- 
tration, University of Michigan, 1959); and Corwin Edwards, The 
Price Discrimination Law: A Review of Experience (Washington, 
D.C.: Brookings Institute, 1959). 

12John R. Sargent, “Marketing Management’s Key Responsibility— 
Effective Strategy,” Marketing Keys to Profits in the 1960's, ed. Wen- 
zil K. Dolva (Chicago, Illinois: American Marketing Association, 
1960), p. 59. 

13Frank Stanton, “How Benton Bowles Uses Research to Insure 
that Our Advertising is Talking About the Right Things” (paper read 
at Marketing Work Shop, New York, April 18, 1960). 
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of steps involved in the development of recurrent and con- 
tinuous market plans. Although there is some question as to 
the order of the first three steps because of their interdepend- 
ence, the steps usually are given in this order: (1) determi- 
nation of goals or objectives, (2) market position audit, 
(3) generation of strategies, (4) design of the program, and 
(5) acceptance and installation.** 

It is difficult to set up objectives without knowing the situa- 
tion in which the company finds itself. Often the market posi- 
tion audit must be taken before the goals or objectives can be 
identified and stated. Those experienced in market planning 
tend to regard alternative goals as hypotheses to be tested. They 
select the appropriate objective, and the action program de- 
signed to achieve the goal, by reviewing the alternative action 
plans or sequence of steps necessary for achievement of the 
goal. It is during these initial explorations in the planning 
process that strategy is significant. 

It must be stressed that the initial phases of creating plans 
for marketing activities may be a circular process. The selec- 
tion of the optimum alternatives is based upon the informa- 
tion fed back to the preceding phases. Feasibility, then, be- 
comes the decision criteria by which the desired goal and the 
approach to achieve the goal are rationally selected. 


THE CONCEPTUALIZATION OF MARKETING 
DECISIONS 


The scientists’ desire “to conceptualize the problem” is 
basically different and potentially more useful than is gen- 
erally understood. When she young, technically-trained person 
talks about “conceptualizing,” he is referring to these steps: 
(1) focusing on one or more goals, (2) isolating the more 
obvious variables, (3) stating the problem in its simplest 
terms, i.e., by formulae using symbolic logic, (4) working out 
a solution using the formulae developed to have a first 
approximation to the answer, and (5) reworking the problem 
after being alerted to the errors or variables found in reality 
which determine changes in the answer. 

The publications Administrative Science Quarterly, Be- 
havioral Science, Journal of Conflict Resolution, Manage- 
ment Science, and the Operations Research Journal contain 
articles on the scientific approach to decision-making which 
often describe the rationalization of management into precise 
new formulae. The new field of administrative science or 
management science aims at helping to make better decisions 
by research into organizations concerning the decision process. 

Many disciplines converge on decision-making. These in- 
clude anthropology, business administration, economics, engi- 
neering, logic, mathematics, philosophy, political science, 
psychology, sociology, and statistics. All of these are inter- 
ested in control processes. In the opinion of many it appears 
that anthropology, business administration, economics, philos- 
ophy, political science, psychology, and sociology may give 





14See Edward S. McKay, “How to Plan and Set Up Your Marketing 
Program,” Blueprint for an Effective Marketing Program, Marketing 
Series Number 91 (New York: American Management Association, 
1954), p. 14 ff., and “Theory and Practice of Market Planning,” 
Cost and Profit Outlook, July-August 1958, pp. 1-4. 
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more help to empirical analysis of human purposes. In some 
schools scholars from these fields are working together to 
establish an organized research program. 

Some persons believe that the businessman trained with the 
necessary tools to do research into the “science of making 
recommendations” can make better decisions than can an ex- 
perienced executive or a student who has studied traditional 
courses in a school of business. This thinking has been going 
on too long to consider it a fad. This new challenge to the type 
of training given in schools of business demands more prep- 
aration within the sciences (both behavioral and mathemat- 
ical) so that the decision-maker will have knowledge of the 
science of decision-making in business activities. 

Marketing is considered by many of the new decision- 
researchers as the most important of the functional fields of 
business. This is true because the formulae of decision-making 
in business require the inclusion of marketing activities so that 
accurate predictions can be made about any change of input 
producing a planned change of output. The new decision- 
researchers seem to believe that they have included most of 
the other variables in their planning. 

The social scientist and the marketing planner have been 
criticized for never knowing when they have solved a problem 
in the optimal manner. Proponents of the rigorous models be- 
lieve better and more precise answers may be forthcoming in 
the future if students are given training in some of these 
areas—decision theory, organization theory, game theory, op- 
erations research, and linear programming. 

Decisions and uncertainty. Consumers and business man- 
agers must make many decisions or choices for many purposes. 
Decision theory concerns expressed preferences. The empir- 
ical study of individuals’ choices has been relatively unde- 
veloped and is only coming into prominence as a field of 
investigation.*® 

The books giving attention to analytical economic relation- 
ships between multiple markets, multiple plants, and multiple 
products are welcome additions to the literature.** Marketing 
managers looking for help in making decisions about market 
allocation and segmentation, price and product discrimination 
in buying and selling, and the problems of disequilibrium 
and dynamics in market behavior seem to be hunting for 
these sharper tools. 

There is a need for businessmen to recognize that marginal 
analysis may be used to make decisions under uncertainty 
based on anticipation of the future. The marginal productivity 





15An account covering the psychological and economic theories of 
riskless and risky decision-making is found in Ward Edwards, “Be- 
havioral Decision Theory” (unpublished paper, Engineering Psychol- 
ogy Group, Willow Run Laboratories, University of Michigan). For 
a review article covering 1930-1954 see Ward Edwards, “The Theory 
of Decision-Making,” Psychological Bulletin, Sept. 1954, pp. 380-417, 
A nonmathematical review is found in Kenneth J. Arrow, “Utilities, 
Attitudes, Choices: A Review Note,” Econometrica, Jan. 1958, pp. 
1-23. 

16See Dean, op. cit.; and for general numerical prediction tech- 
niques under uncertainty see Milton H. Spencer and Louis Siegelman, 
Managerial Economics (Homewood, Illinois: Richard D. Irwin, Inc., 
1959). A contribution to business management concerning marketing 
strategy is found in Robert A. Schlaifer, Probability and Statistics for 
Business (New York: McGraw-Hill Book Co., 1959). 








of inputs in relation to outputs may sharpen the thinking of 
executives about location, sales force, channels, promotion, and 
pricing problems. By the focus of attention on incremental 
costs, improved decisions seem to be obtained in seeking the 
proper “marketing mix.” These tools, pertinent to marketing, 
require further sharpening to reduce the uncertainty. But 
such sharpening is not a job for the pure theorists only; they 
and marketing men must work together. 

Quantitative analysis, including mathematics and statistics 
and parts of accounting, is receiving increasing recognition. 
An important part of quantitative analysis, as it applies to 
marketing men, is statistical decision theory and hypotheses 
testing. Such tools of quantitative analysis are essential to the 
critical understanding and evaluation of many marketing stud- 
ies and to the investigation of numerous marketing problems, 
and they constitute the analytical equipment necessary to 
measure the effects of alternative decisions in marketing. 

Marketing men should be familiar with decision processes 
and decision criteria.1* They need to understand that the deci- 
sion criteria under certainty (game against nature) is an 
extremely special case. There is only a one column matrix, 
for the decision-maker knows the payout of each strategy. It is 
just necessary to scan the column for the highest payoff to 
make a choice. Under uncertainty, the decision criteria may be 
that of pessimism, optimism, minimax, least regret, or the 
rational approach of the highest payout. 

Organization theory. The individual decision premise be- 
comes the smallest unit of description in the rational model 
approach to decision-making. It is recognized that individuals 
live in an environment which limits choices. Here the econo- 
mist and the social psychologist have a common ground for 
studying rational behavior and intuitive choice."* 

Alderson emphasizes that consumer-buyers are essentially 
problem solvers in the face of uncertainty. He emphasizes 
that marketing behavior is primarily group behavior. It is his 
thesis that each individual acts as a member of an organized 
behavior system whose formation and persistence is explained 
by expectations. He goes on to say that a behavior system may 
be observed as a: (1) power system, (2) system of communi- 
cations, (3) system of inputs and outputs, and (4) system of 
internal and external adjustments. 

To develop good strategy, marketing men need to be 
familiar with the classical organization theories of Taylor, Gil- 
breth, Bernard, Mooney, Gulick, and Urwick as well as the 
newer writings. Marketers will not understand the Aldersonian 





7A number of books have been written in recent years about deci- 
sion theory, For a simple introduction see Irwin D. F. Bross, Design 
for Decision (New York: The Macmillan Company, 1953). For a 
good annotated bibliography see Paul Wasserman and Fred S. Silander, 
Decision-Making: An Annotated Bibliography (Ithaca, New York: 
Graduate School of Business and Public Administration, Cornell Uni- 
versity, 1958). 

See Wroe Alderson, Marketing Behavior and Executive Action 
(Homewood, Illinois: Richard D. Irwin, Inc., 1957); C. Joseph 
Clawson, “Quantifying Motivation Research to Predict Consumer Be- 
havior,” Advancing Marketing Efficiency, ed. Lynn H. Stockman (Chi- 
cago, Illinois: American Marketing Association, 1959), p. 55 ff; 
and Robert A. Dahl, Mason Haire, and Paul F. Lazarsfeld, Social 
Science Research on Business: Product and Potential (New York: 
Columbia University Press, 1959). 


notions without understanding the newer literature on ad- 
ministration.*® Here they will come to grips with the fact that 
the model of the economic man and the model of the adminis- 
trative man are not the same. Here they will find that the 
theory of the firm and the theory of organization are not the 
same. The decision-researcher considers this an area of inves- 
tigation and an important influence upon strategy. 

Game theory and simulation. Game theory deals with com- 
petitive situations in which two or more rivals have a common 
goal such as that of obtaining a larger share of the market, 
and also. have various strategies with attendant rewards in 
terms of increased or decreased share of the market.”° By 
means of matrix algebra, an optimal strategy can be com- 
puted for each set of rivals. This optimal strategy has the 
unique property that it cannot be defeated even if it is known 
to the other contestant. Only a limited class of problems can 
be solved by this method, but one important type of problem 
that can often be solved by this method is that of plant 
investment. 

Game theory is a formulation of optimal strategy. In the 
business world each of two or more rivals is trying to achieve 
maximum payoff for certain actions. A good strategy presumes 
that each firm wants to leave itself in the best possible position 
if the worst happens. This is similar to Alderson’s “power prin- 
ciple” that each firm acts in such a way as to improve its 
position to act the next time.”? 

Strategic games are becoming increasingly popular as a 
method of training executives to make complex sets of deci- 
sions under pressure. While they may be overly simplified, not 
fully realistic, and controlled by rules not found in the busi- 
ness world, the person participating in the game has an 
opportunity to analyze the complex relationships, use account- 
ing data, appreciate the fast computation of information, and 
discover the high cost of information acquired by experience. 
Attempting to solve the problems by rules of thumb based on 
experience or intuition may lead to costly decisions which do 
not bring about optimal achievement of the goals of the firms 
as stated by the participants before they begin to make 
decisions. 

Business simulation is being used with a considerable de- 
gree of success to work out the next sequence of moves by a 
company in a particular situation. In this type of analysis the 
essential characteristics of a system arte stated in a set of 





For a good start, see James G. March and Herbert A. Simon, 
Organizations (New York: John Wiley & Sons, Inc., 1958). An 
unusually good analysis of decision-making processes in administra- 
tive organizations is found in Herbert A. Simon, Administrative Be- 
havior (2nd ed.; New York: The Macmillan Company, 1957). 
Simon’s essays from early journal articles are found in Herbert A. 
Simon, Models of Man (New York: John Wiley & Sons, Inc., 1957). 
A general book is Mason Haire (ed.), Modern Organization Theory 
(New York: John Wiley & Sons, 1959). 

See Martin Shubek, Strategy and Market Structure (New York: 
John Wiley & Sons, 1959); R. Duncan Luce and Howard Raiffa, 
Games and Decisions (New York: John Wiley & Sons, Inc., 1957); 
and John McDonald, “Applications of Game Theory in Business and 
Industry” (paper read at Games Symposium of the American Asso- 
ciation .for the Advancement of Science, St. Louis, Dec. 29, 1952). 
A simple book on game theory is John D. Williams, The Compleat 
Strategist (New York: McGraw-Hill Book Co., 1954). 
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mathematical equations. The variables in the set of equations 
represent the various internal and external factors affecting 
the operation of the system. Once it is constructed, the model 
is tested by inserting historical data as values in the variables 
in order to determine how closely the answers agree with past 
performance of the system. A number of major firms are now 
working on simulators to look at policy choices. By means of 
these models, different operating conditions, such as change in 
price, can be simulated and the results determined without 
costly experimentation within the industry itself. 

Operations research and linear programming. Operations 
research endeavors to provide managers of organizations with 
a scientific basis for solving problems involving the interac- 
tion of components of the total organization or operating 
system.** The emphasis is on the word research. Operations re- 
search attempts to prescribe the best decisions for as large a 
portion of the total organization as possible. 

In the narrow sense, operations research may be considered 
as a formal, really mechanistic, quantitative model stating the 
situation. Some of the important models used by operations 
researchers in solving problems are the linear programming 
model, information theory, general systems analysis, inventory 
models, waiting line models, and sequencing or programming 
of resource allocation. The objective of the operations research 
group is to predict informed decisions. Both operations re- 
seatch and marketing research try to give all the information 
they can to the executive so he can make conscious choices. 
Operations research contributes to marketing strategy the sys- 
tems concept, the model concept, and emphasis on experi- 
mentation. 

Applications of linear programming, a computational 
procedure that will maximize or minimize a linear equation 
subject to linear restraints, may be used wherever there is a 
product-mix or input-mix problem with linear relationships 
among the variables.** Such problems can be solved to yield 
minimum .expense or maximum profits by programming. 
Problems involving make or buy decisions, transportation 
movement or warehousing shipments, machine allocation, and 
problems requiring adjustment of production to a seasonal 
sales pattern are among those which have been solved by this 
technique. Nonlinear programming and dynamic program- 
ming involve mathematical concepts of a very esoteric 
nature. 

One of the significant arguments occurring between those 
engaged in operations research is whether the scientist is 





See C. West Churchman, Russell L, Ackoff, E. Leonard Arnoff, 
Introduction to Operations Research (New York: John Wiley & Sons, 
1957); Charles D. Flagle, et. al., Operations Research Systems 
Engineering (Baltimore, Maryland: Johns Hopkins Press, 1960); 
Martin Kenneth Starr and David W. Miller, Executive Decisions and 
Operations Research (Englewood Cliffs, New Jersey: Prentice-Hall, 
1960); amd Maurice Sasieni, et al., Operations Research Methods 
and Problems (New York: John Wiley & Sons, 1959). 

*A number of books have been written on linear programming. 
See Banks, Linear Programming: A Primer, Study No. 7 (Ames, 
Iowa: State University of Iowa, 1960); case on advertising strategy 
in John G. Kemeny, et. al., Introduction to Finite Mathematics (New 
York: Prentice-Hall, Inc., 1957), and Robert Dorfman, et. al., 

i Programming and Economic Analysis (New York: McGraw- 
Hill Book Co., 1958). 
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obliged to study nonrational behavior or to include social 
morality within the scope of his activities. In the interest of 
prescribing the optimal (most efficient) decision, many 
scientists do not feel it is necessary to consider the impact 
upon the people and society involved. Some leaders of the 
operations research movement argue convincingly that we will 
have the resources in the near future to measure these im- 
portant considerations.** 


FORMAL SYSTEMS AND MARKETING 
STRATEGY 


In formulating marketing strategy, some will use formal 
models and others will not. Many individuals forming strategy 
are often unconscious of the choices made. Every decision has 
an amount of quantitative and non-quantitative data and 
values in it. The newer approaches to decision-making and 
decision processes would make individuals conscious of all the 
alternative choices and the reasons for selecting the one 
preferred. 

The past fifteen years have seen the exhaltation of formal 
systems and their imposition where they have not been used 
before. The basic tool is not mathematics; it is formalizing. 
Most business executives have observed the rationalization of 
production. Now they are wondering if distribution can be 
rationalized. 

Marketing men have been essentially empiricists rather than 
rationalists. Many believe there is an intuitive residual in all 
important and strategic decisions. They often start with data 
(from activities that are working reasonably well) and rise by 
a series of intuitive leaps to generalizations. They sense that 
choice is not a mechanical but a creative act. They feel that 
skilled executives may make many nonrational and/or uncon- 
scious decisions which are good decisions. 

The search for marketing theory or a conceptual framework 
stems from those who desire orderly, systematic, formal rea- 
soning from which inferences can be applied to single in- 
stances. These persons believe every investigation requires a 
model or a theory to develop an optimal decision. In the 
newer thinking a theory is a set of mathematical formulae 
based upon a system of axioms, postulates, and definitions plus 
procedural rules from logic (formal reasoning). Any model is 
empty without data. Data without a model has no purpose. 
The formulation of marketing strategy using the new thinking 
is characterized by making a tree of alternative choices and 
considering the probability of each outcome occurring. 

Marketing men can ignore this new approach, let others de- 
velop it, or learn the formal symbolic language so they can use 
it. If you choose to use it, you may feel more secure that you 
are making relatively better predictions. Those who are using 
these new techniques certainly believe they will be able to 
develop improved marketing strategy provided all of the 
variables are included and correctly stated in the new models. 





*C. West Churchman, Prediction and Optimal Decisions (Engle- 
wood Cliffs, N. J.: Prentice-Hall, Inc., 1961). Also see Thomas A. 
Cowan “Experience and Experiment,” Philosophy of Science, April 
1959. 








THE 
MANAGEMENT 
FORUM 











MANAGEMENT'S RESPONSIBILITY 10 THE CORPORATE SHAREHOLDER 





Note: The author has been a champion of small stockholders over 
the last thirty years and has had the satisfaction of seeing a number 
of bis causes become quite commonly accepted. Not all of his causes 
have received endorsement by managers, and the Atlanta Economic 
Review does not necessarily endorse everything which appears in Mr. 
Gilbert's article. The article is stimulating and thought-provoking; 
the passage of time alone will ultimately reveal the wisdom of each 
particular recommendation. 

The Management Forum series is arranged by Dr. James E, Chap- 
man, professor of management and chairman of the Department of 
Management, School of Business Administration of Georgia State 
College of Business Administration. 


10 


Since the interests of shareholders and management are 
often conflicting, shareholder-minded management must be 
more than mindful of protecting shareholder rights. This is 
also to management’s own larger interest, as the preservation 
and strengthening of the system of democratic capitalism must 
be a prime objective in a period of changing times. The chal- 
lenge of world communism and socialism can be met only by 
a positive doctrine, not merely a negative approach. 


There are hundreds of thousands of new potential share- 
holders in the state of Georgia, as in each American state. 
They will not become shareholders, remain shareholders, or 
increase their investments unless they are assured they will be 
treated, not as second-class citizens, but as full partners. As 
such, modern shareholders expect modern management to as- 
sume certain responsibilities on their behalf; and, in the rela- 
tionship between corporate operations and shareholder owner- 
ship, the proxy statement assumes an importance of magnitude. 


The Proxy Statement Should Give Adequate 

Information 

All shareholders, irrespective of the size of their holdings or 
whether or not management has control of the corporation, 
have the absolute right to an informative corporate proxy 
statement, before the meeting takes place. The New York 
Stock Exchange, recognizing this right, has announced that 
starting in 1961 every corporation whose shares are listed on 
the Exchange must furnish such a document. 


Obviously corporate management in publicly-owned un- 
listed corporations, including banks and insurance companies, 
should be following suit; and, since our laws have to be 
devised for the minority, there will doubtless be shareholder 
legislation along these lines in an increasing number of states. 





*The Commissioner of Corporations of the State of California, John 
Sobieski, is becoming the model in formulating and presenting needed 
recommendations to the legislature. 
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Shareholders expect and should receive certain information 
in the proxy statement about the company: 

Stock ownership by directors. Shareholders are concerned 
as to the extent of stockownership by the board directors. If 
a director does not want to be a partner and own stock, why 
should anyone else? 

Salaries of officials. The shareholders desire to know 
the aggregate compensation paid to the top echelon of cor- 
porate management. They desire this information in order to 
be able to compare its scale with the prevailing managerial 
wage elsewhere in the industry. They want to know if the 
scale of individual compensation is so far above that paid the 
President of the United States as to be unreasonable and 
hence a target quite properly for both public shareholder and 
rank and file labor criticism. If dividends have been cut or 
omitted, they want to know whether compensation has been 
reduced. 

Pension plan for officials. Shareholders also examine proxy 
statements to see if pensions for top officials are equitable and 
have some fixed dollar ceilings, as shareholder and employee 
protections. This is a managerial responsibility which cannot 
be overlooked. 

Cumulative voting. Shareholders also look in company 
proxy statements to see if cumulative voting exists. It is now 
mandatory in twenty-three states.? Georgia is now one of only 
seven states which have failed thus far to make it even per- 
missive. The fine example of the recent North Carolina laws on 
this and other shareholder protections should serve as a 
model. The recent rulings by Commissioner Sobieski on the 
subject of cumulative voting (in connection with the sale of 
shares in California) indicating that its absence will be con- 
sidered a negative factor in the granting of the permit to sell 
the shares in the state, irrespective of the state of incorpora- 
tion, is starting to have its beneficial effect. 

Use of option. Management has an obligation to provide 
protection for owners against the possible misuse of the option. 
If there is any excuse for the stock option (shareholders do 
not get options while management does), obviously it should 
be to create a proprietary interest. If this is not achieved, and 
an examination of proxy statements shows too often that this 
is the case, then the dilution has been at the shareholder ex- 
pense, and where is the mutual protection both management 
and shareholders should have? That is why a three-year hold- 
ing period after exercise is considered so important. 


Proxy Statements Should be Released to the Press 

Management has the further obligation of insuring, through 
the medium of the press, that holders and potential share- 
holders are well-informed voters. For example, the proxy 
statement should always be sent to the financial press along 
with the annual report. Last year, Robert Bedingfield, star 
financial reporter of the New York Times, disclosed in a dra- 
matic story how a leading American corporation had failed to 





*For a full list of these states, see Leland C. Whetten, Cumulative 
Voting for Directors: Its Origin and Significance, Bulletin Number 2, 
Bureau of Business and Economic Research, Georgia State College of 
Business Administration, Atlanta. 
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send the proxy statement to the press. Ever since Mr. Beding- 
field’s story appeared, independents at annual meetings have 
been prodding to see to it that the proxy statement goes to 
the press. It is a public document and should have the widest 
possible dissemination. 


Independent Proxy Proposals Offer Democratic 
Solutions 


Corporate management is learning to welcome the inde- 
pendent proxy proposal and not resent it. The full airing of 
issues makes both sides more cognizant of the thoughts and 
opinions of all the partners. Wise management recognizes 
that, for the benefit of all, it should spend less time trying to 
keep bona fide issues out of proxy statements. 

As George Coppers, the late president of National Biscuit, 
told the author after a resolution requesting a dollar pension 
ceiling had received a vote of over ten per cent of the owner- 
ship year after year, “As president of a publicly-owned corpo- 
ration, I have no right to ignore what ten per cent of the 
ownership so constantly tells me it wants.” 

The result in this case has been a compromise viewpoint. 
The dollar ceiling previously not present in the pension plan 
was put in, at a higher figure than the independents had sug- 
gested, but with full recognition of the principal of the “brake” 
involved. 


Directors Should be Elected Annually 

It is a managerial responsibility to the shareholders to see 
to it that all directors are elected annually. Thanks to the inde- 
pendent shareholder vote at such corporations as American 
Can, American Standard, Continental Can, and National 
Dairy, companies which had first opposed independent propos- 
als to end the stagger system, the managements recognized 
that there was much merit to the argument against the stagger 
system, and now directors for these corporations are elected 
annually. 


The Annual Report Should be Comprehensive 

The annual report is one of the great responsibilities of 
management to the shareholders. The report is not intended as 
a tribute to management vanity. It should be factual, giving 
the public shareholders the good news, yes, but the bad as 
well—and with the same prominence. 

There should be comparative figures for the current and 
past year, regardless of whether the figures are pleasant 
reading. Some corporations have been known to supply this 
kind of data only in good years! 

In an era of mergers and large-sized corporations there 
must be definitive standards of disclosure in regard to corpo- 
rate divisions and how they are faring, because a consolidated 
balance sheet which masks this without more general disclo- 
sure in the text of the report can excel in hiding management 
blunders. 

If divisions did not do well, management must tell why and 
indicate how long the condition is expected to continue and, 
in a general way, what it hopes to do to remedy the situation. 
Otherwise, a losing division can swallow up substantial earn- 
ings in the other divisions, jeopardize the dividend or prevent 








one, and the shareholders will not be cognizant of the real 
reason for the failure of their corporation to do well. 

Information on how much was spent in advertising should 
be furnished either in the annual report or from the floor of 
the stockholders meeting and carried in the post-meeting re- 
port. Failure to be informative in this regard means the income 
account can be made to look much rosier than it is in reality. 
If earnings were reported as being much higher, the fact may 
be merely that the advertising budget has been slashed dras- 
tically, with potential earnings dangers looming ahead in 
future years as a result of the policy change. 

The auditing statement must receive proper space in the 
report, not be tucked away in an obscure corner. It should 
be addressed to include the shareholders; it is their annual 
report, not merely that of the directors. As Fortune noted in 
a recent article on auditing, this is becoming increasingly man- 
datory because the independent shareholders are increasingly 
insistent on the proper recognition of the relationship between 
the auditors and the shareholders. That is why they ask that 
the choice of auditors be subject to shareholder ratification 
each year and those up for election be at the meeting to 
answer pertinent questions. 

Another aspect of managerial responsibility is the avoid- 
ance of Chrysler-type “conflicts of interest.”* President Charles 
Mortimer of General Foods noted about his own company, 

I have a deep conviction that such a situation does not 

and could not exist in General Foods. The procedure of 
our internal auditors and Price Waterhouse include veri- 
fications of our purchasing operations in this respect. 
Also we insist on there being multiple sources of supply 
of all principal materials, as well as competitive bidding 
on all major building contracts. In addition, all employees 
who are officers or directors, as well as a number of other 
selected executives have signed statements that they have 
held no material interest in any transaction with suppliers 
of goods or services to General Foods. 

The same corporation also has stringent rules in regard to 
Christmas gifts, as once a year a letter goes out to suppliers 
asking that no such presents be made. 


The Annual Meeting Place Must be in a Convenient 

Location 

Next among the managerial responsibilities to the share- 
holders is to see to it that the annual meeting is held in a 
location convenient for owners to attend and one with com- 
fortable quarters. 

Holding annual meetings at locations such as Wilmington, 
Delaware (unless there is a bona fide reason to hold them 
there as in the case of Du Pont, for example), Watertown, 
New York, and Flemington, New Jersey, is hardly the exercise 
of the managerial responsibility to the shareholder. Directors 
do not hold their meetings in towns without adequate train or 
bus service, why should shareholders? 





*J. A. Livingston, Financial Editor of the Philadelphia Bulletin, 
stresses the importance of purchase contracts’ containing a statement 
by the vendor that no officer or employee of the purchasing company 
has received a gratuity or a major interest in the vendor, thus 
providing “a double check against temptation and transgression.” 
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Another managerial responsibility to shareholders is to see 
that directors hold monthly meetings. There has been a ten- 
dency on the part of some managements to permit executive 
committes to run the corporation, and thus hold only four 
directors’ meetings a year. Such a trend is a dangerous one 
and is increasingly being resisted in independent shareholder 
proposals. 


Stockholders Should Receive a Post-Meeting Report 

Management has the responsibility to the shareholders to 
see to it that an impartial post-meeting report goes out after 
the annual meeting. It should give the results of the voting on 
all proposals carried in the proxy statement, the gist of the 
debate on such proposals, and the gist of the president’s com- 
ments at the meeting. 

Shareholder participants should be identified when they 
ask pertinent questions, make suggestions or criticisms, and 
these, together with the management answers, should of course 
be carried in the post-meeting report. Shareholders and man- 
agement are partners in the business, and whether one agrees 
or disagrees with the viewpoint expressed is quite beside the 


point. 


Interest by Employee-Owners Should Be Encouraged 

Management has a responsibility to employee-shareholders. 
They should be encouraged to be present as part owners and 
to take part in the discussion. In case duties keep the em- 
ployee-owners from the meeting, they should be encouraged 
to select representatives to attend the meeting. Recordings of 
the session and television procedures have been used for in- 
forming absentee employee-shareholders. 


' 


Shareholder Democracy in the Corporate Structure 

The evolution of the corporate structure of the nation in the 
direction of more shareholder democracy, a2 movement in 
which management has its share of responsibility, is one of the 
hopeful signs of more mature thinking on the part of an in- 
creasing body of Americans. If the progress made in the next 
decade runs parallel to that of the last one in the United 
States, there should be some 24 million shareholders instead 
of the 12 million (estimated) shareholders today, and the ex- 
ample to the rest of the world may be expected to be most 
salutary. This can already be seen by the sparks of interest 
the shareholder movement is beginning to elicit in Great Brit- 
ain, France, Germany, the Union of South Africa, and Aus- 
tralia. This too is as it should be, for a system of “people's 
capitalism” can have no frontiers if it is to survive as a demo- 
cratic force in a changing and challenging world. 


This article discusses only some of the responsibilities that 
corporate management has to its shareholders. It does not 
mean to imply that shareholders have no obligations in the 
partnership. Among many other things, as owners in the coun- 
try’s largest businesses, they are responsible as citizens, and 
as such should participate actively in the nation’s affairs. More 
specifically as to the corporation, shareholders should be pre- 
pared to use and boost the company’s products. 


THE ATLANTA ECONOMIC REVIEW 
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The question of medical care programs, particularly those proposed on the national level, is a controversial issue of much 
concern to economists as well as to others. The Atlanta Economic Review is presenting various analyses and approaches to 
the subject by several diligent and discerning writers. In this issue, Doctors Rita and Glenn Campbell discuss the widely de- 


bated question of medical care for the aged. 


The views expressed in this and forthcoming articles are those of the authors and are not necessarily those of the Bureau 


of Business and Economic Research. 


Political Economy and Medical Care for the Aged 


Rita R. Campbell 
and 
W. Glenn Campbell 


EXPANSION OF PRIVATE HEALTH INSURANCE 


The growth of private health insurance in the United 
States has been spectacular. At the end of 1959 some 127 
million persons, or 72 per cent of the civilian population, 
were covered by some form of private health insurance— 
almost double the number covered a decade earlier and well 
over four times the number covered fifteen years earlier. Fur- 
thermore, health insurance coverage continues to expand 
rapidly. 


Increase in Medical Expense Coverage 

There has also been a great increase in the kind and amount 
of medical expense covered by insurance. In addition to the 
more common types of hospitalization and surgical insurance 
providing either cash or service benefits, there are major med- 
ical expense plans, extended benefit plans, as well as the so- 
called comprehensive benefit plans. Over 100 million per- 
sons have two or more types of health insurance. At the end 
of 1959 some 21 million persons had major medical expense 
insurance, a form of insurance only in an experimental stage 





Note: Dr. Rita Campbell teaches industrial relations at San Jose 
State College. Dr. Glenn Campbell is director of the Hoover Institu- 
tion on War, Revolution, and Peace at Stanford University. 
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ten years ago. A veteran health and welfare negotiator for the 
United Automobile Workers, AFL-CIO, Jerome Pollack, has 
been reported to have predicted that within the next five or 
ten years two thirds of medical bills will be paid by health in- 
surance. Depending on their desires and needs, individuals 
may purchase different combinations of these various plans. 


Share of GNP Spent on Health 

About 5.2 per cent of the U. S. gross national product— 
some $23 billion—is spent annually on health. This is the 
highest percentage ever, substantially higher than a decade 
ago and well above the 3.6 per cent of GNP spent on health 
in 1928-29. The proportion of GNP spent on health in the 
United States is well above the 4 to 4.5 per cent of GNP 
spent on health in Great Britain, a country with governmental 
provision of health care for all. United States expenditures on 
health, therefore, do not support the social imbalance thesis 
that has been so widely propagated recently.? 


U. S. Compared with Other Countries 

The United States is the only large industrialized country 
in which the government does not, in some form or other, 
provide medical care for all, or most, of its inhabitants. All 
European countries, except Finland, have some type of gov- 
ernmental health and maternity program in operation. Most of 
the 59 countries of the world which have such programs pro- 
vide medical benefits under a social insurance system. Some 
countries, for example, Australia, Sweden, the U.S.S.R., and the 





*Speech at the 15th annual meeting of the Western Conference of 
Prepaid Medical Service Plans, Honolulu, Hawaii, AMA News, De- 
cember 28, 1959, p. 5. 

*This refers to the school of thought which maintains that too large 
a share of our resources is being devoted to private consumption 
outlays for such commodities as automobiles with tail fins, alcoholic 
beverages, tobacco, and other “luxuries,” and not enough of our re- 
sources are going for such welfare purposes as education, health, 
housing, etc. Thus an increase in public spending for these latter 
purposes is favored by this group. For a development of this. thesis 
see J. K. Galbraith, The Afiuent Society (Boston: Houghton Mifflin 
Co., 1958). 
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United Kingdom, provide medical services under a separate 
governmental program covering all residents. In other coun- 
tries, such as Belgium, Denmark, and Japan, the government 
subsidizes private mutual sickness funds in which membership 
is, however, usually compulsory.* 


EFFORTS TOWARD A NATIONAL HEALTH 
SYSTEM 


There has been strong support for the adoption of a national 
health service in the United States during the past two 
decades. A national health insurance scheme was a perennial 
in former President Truman’s legislative recommendations. A 
steady series of bills has been introduced in Congress, and 
extensive Congressional hearings have been held on a number 
of occasions. Many predictions have been made that the health 
of the American people would deteriorate relative to that of 
other nations in the absence of a national health system. In- 
numerable statements have been made by the “experts” con- 
cerning the inability of private health insurance ever to “do 
the job.” Bills to set up a compulsory health insurance system 
were introduced again in the 86th Congress. 


The Forand Bill 

The greatest pressure during the past few years has come 
from the various proposals to provide governmental programs 
of health care to the aged. Governmental health care for the 
aged and how it should be provided was, of course, an im- 
portant issue in the recent presidential election. 

The most widely discussed proposal would provide a gov- 
ernmental program of health care for the beneficiaries of the 
Old-Age, Survivors, and Disability Insurance (OASDI) pro- 
grams, usually called the Forand Bill after its original sponsor. 

The Forand Bill (H.R. 4700) would provide for all who 
are entitled to OASI benefits:* (1) 60 days per year of hos- 
pitalization “in semiprivate accommodations if available,” 
excluding care in tuberculosis or mental hospitals; (2) 120 
days of nursing home services per year less the number of days 
of hospital services paid for in the same twelve-month period 
“if the individual is transferred to the nursing home from the 
hospital, and if the services are for an illness or condition asso- 
ciated with that for which he received hospital services”; and 
(3) costs of surgical services which are not of an elective 
nature. Agreements are to be made by the government, on the 
one hand, and hospitals, nursing homes, and “providers of sur- 
gical services” on the other. Payment, in the case of hospitals 
and nursing homes, would be on a “reasonable cost” basis. 
Surgical fees for payment in full may be agreed to by associa- 
tions authorized by physicians to act in their behalf. No 
criteria to follow in setting these fees are given. The program 
would be financed by a combined increase in OASI taxes on 





*Daniel S. Gerig, “Foreign Social Security Programs in 1958,” 
Social Security Bulletin, November 1958, p. 6. 

“Since the Forand Bill would apply only to those entitled to old- 
age and survivors benefits and not to those eligible for disability 
benefits, OASI rather than OASDI is used when the Forand Bill is 
being discussed. 
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employees and employers of one half of one per cent.° 

Proponents of this proposal have adopted many of the argu- 
ments that have customarily been used to support a national 
system to provide medical care for all. Chief of these is that 
private health insurance cannot “do the job” in that it cannot 
adequately help a sufficient number of aged. They claim that 
the premiums are too high for the aged as a group to pay and 
especially so if, as under non-group contracts, the higher 
medical costs of the aged are to be borne by them alone 
rather than spread over all age groups.® 

Thus, the basic premise of such legislative proposals ap- 
pears to be that the aged are too poor to pay for their own 
medical care, whether or not on a pre-paid basis, because (a) 
their incomes are too low and (b) they have higher per capita 
medical care expenditures than other groups in the population. 
Although there is no question that the aged require more per 
capita medical care than other age groups, there is comsider- 
able doubt as to whether the aged, as a group, are so poor 
relative to other groups in the population as to warrant—in 
addition to the $15 billion in OASDI benefits, public assist- 
ance, etc., which they already receive—special help from 
federal tax monies collected from other groups in the 
population. 


A REAL NEED?—WHO ARE THE LOW-INCOME 
PEOPLE? 


The question “Who are the low-income people?” in the 
United States has been posed and answered by a recent study 
paper of the Joint Economic Committee of the Congress as 
follows: 

About 25 per cent of the 32.2 million low income per- 
sons were 65 years of age or over. 

. . . one-third of all low income persons are children 
under 18 [who are heads of families or unattached indi- 


viduals and thus] . . . a considerable number of younger 
persons [11 million] are starting life in a condition of 
“inherited poverty.” 


About one-fourth of all low income persons were in 
rural farm residence. 

About one-fifth of the 32.2 million low income persons 
were nonwhite. 

About one-fourth of the low income persons were in 
consumer units headed by females.’ 





‘Opponents of this bill argued that the benefits proposed would 
cost much more than the revenue provided by such a tax increase. 
This point was, in effect, admitted by proponents when they limited 
benefits to social security beneficiaries 68 or over in the Senate bill 
introduced by Senator Anderson of New Mexico. 

*In order to keep this paper from becoming unduly long, two sub- 
jects closely related to the controversy over medical care for the aged 
are not covered, namely the so-called comprehensive coverage issue 
as it relates to private health insurance and the alleged high costs of 
medical care. For a discussion of these topics by the authors see 
Voluntary Health Insurance in the United States, by Rita R. Campbell 
and W. Glenn Campbell, American Enterprise Association, Washing- 
ton, D. C., 1960. 

"Robert J. Lampman, The Low Income Population and Economic 
Growth Study Paper No. 12, prepared in connection with the “Study 
of Employment, Growth, and Price Levels” for consideration by the 
Joint Economic Committee, December 16, 1959, pp. 6-8. 
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Although there is, of course, considerable overlapping in 
these estimates, they clearly point out that the aged, who have 
much larger assets than these other groups, cannot be con- 
sidered to be the only “poor” group in society. 

In December 1958, there were 15.4 million individuals in 
the United States 65 years of age and older. Of these, almost 
seven million were men and nearly eight and one-half million 
were women. Over two million were 80 years of age or more. 
About one-half of those 65 years and over are married and 
living with a spouse, about one-fourth live with relatives, and 
just under one-fourth live alone or with nonrelatives. About 
2.5 per cent live in institutions. 

The U. S. Department of Health, Education, and Welfare, 
using Census Bureau reports, estimates that in 1960 there will 
be 15.9 million persons 65 years or over; by 1965, 17.8 mil- 
lion; and by 1970, 19.7 million. In 1970 the aged are esti- 
mated to be, as they are now, 9 per cent of the civilian 
population.® 

Although the aged are expected to be about 10 per cent of 
the population by 1995, at that time a reversal of this trend is 
anticipated since the low birth-rate group of the 1930's will 
then be reaching age 65. 


Financial Status of the Aged in 1958 


Analysis of the asset and income position of the 15.4 million 
aged in December 1958 shows that they are not a financially 
homogeneous group. Many aged have several sources of in- 
come. As of December 1958, nine million aged received 
OASDI benefits; over one million, veterans’ pensions; and 
over one million, other government pensions such as railroad 
retirement and civil service. Four million were employed or 
were wives of employed persons, one and one-quarter million 
received private pensions, about one million received annuities 
individually purchased, while 50 per cent of all aged had some 
income from assets in the form of interest, dividends, or rent. 
On the other hand, 2.5 million aged received some form of 
public assistance. 

The number of persons receiving private pensions is ex- 
pected to increase rapidly in the next ten years. Currently, 
over 19 million persons are covered by private pension plans 
which have total assets of nearly $40 billion. The latter figure 
is expected to reach $77 billion by 1965. 

A few generalizations may be stated: (1) the aged are not 
a homogeneous group whose financial status can be simply 
described in a few words; (2) many aged have several sources 
of income; (3) a relatively large per cent of the aged—16 
per cent—treceive public assistance; (4) a substantial per- 
centage of the aged not on public assistance are in a reason- 
ably favorable economic status; and (5) the future aged will 
have much higher incomes than the current aged. 


Increasing Incomes 


During the last decade the aged have been gaining income 
faster than the price level has been rising and thus have been 





5U. S. Department of Health, Education, and Welfare, Research 
and Statistics Note No. 29, November 16, 1959, p. 3. 
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able to improve their financial position considerably. The re- 
cent national survey of OASI beneficiaries in 1957 reveals a 
striking improvement in the financial condition of the OASI 
beneficiary groups. For example, the median net worth of a re- 
tired worker, with wife also entitled to benefits, has increased 
in the short space of six years, 1951 to 1957, from $5,610 to 
$9,616, or 71 per cent. Even when these figures are adjusted 
for increases in the cost of living, they show an increase in 
median net worth of 50 per cent. The Bureau of the Census 
recently reported that the median income of the aged failed to 
keep pace between 1947 and 1951 with the rise in median 
income for all ages; but, on the other hand, since 1951 the 
median income of older men increased by about one half, to 
$1,500 in 1958, whereas that of all men rose only by one 
fourth, to $3,700 in 1958."° 

The Census data for all aged, including the 16 per cent of 
the aged on public assistance, show that the average income in 
1957 for males aged 65 years and older was $2,100 and for 
women 65 years and older, $800.11 


Favorable Relative Position 


The following recent income data of the Department of 
Health, Education, and Welfare are often quoted in support of 
health care for the aged under the social security system: 
“three-fifths of all persons aged 65 and over had less than 
$1,000 in money income in 1958.”!* These summary data on 
the size distribution of money income for the noninstitution- 
alized aged do not, however, classify married women who are 
supported by their husbands in accordance with a propor- 
tionate share of their husbands’ incomes, but rather by the 
amount of income directly received by the wife. Thus, a mar- 
ried woman with no income of her own, whose husband has 
income of $5,000, is classified as having “no income.” In 
1958, 45 million women of all ages had, according to this 
definition, “no income.” 

The phrase “low-income,” as generally used, does not 
apply in any distinctive sense to the aged as a group, but pri- 
marily to the retired aged who have, on the average, lower 
incomes than other members of the population, whether aged 
or not, who are still working. For example, the full-time aged 
male worker earned, on the average, $3,427 in 1958, which 
was only about $140 less per year than his counterpart 20-24 
years of age; and the aged worker's family responsibilities are 
usually much less. A young man, married, with two children, 
has different financial needs and, undoubtedly, greater ones 
than an elderly couple with no dependents. 

The OASI data, which generally exclude all those aged 
persons earning more than $1,200 per year in covered employ- 
ment, yielded an annual median income in the fall of 1957 of 





°These estimates of net worth do not include the cash surrender 
value of life insurance policies owned by the aged. 

1UJ. S. Department of Commerce, Bureau of the Census, Current 
Population Reports, Series P-60, No. 33, January 15, 1960, p. 5. 

“Because some aged have relatively high incomes the median money 
income of all males 65 years and older in 1957 was much lower, 
only $1,421. 

Lenore A. Epstein, “Money Income of Aged Persons: A 10-Year 
Review, 1948 to 1958,” Social Security Bulletin, June 1959, p. 8. 











$2,190 for aged beneficiary couples, $1,145 for single retired 
workers, and $880 for aged widows.'* This would appear to 
narrow the application of the “very low income” label to aged 
widows rather than to all retired aged. 

TAXES. All the income figures cited to date are incomes 
before taxes. However, the aged person, especially the retired 
aged person receiving OASDI benefits, is in a distinctly bene- 
ficial position in respect to income taxes. A young man earn- 
ing $4,000 a year, married, with two children, pays approxi- 
mately $245 federal income tax and $120 social security tax, 
or a total of $365 annual tax on his income. A retired OASDI 
beneficiary with wife, receiving OASDI benefits of $2,000 and 
$2,000 of other income would pay no federal taxes on his 
total income of $4,000. 

HOMES. Homes, of course, are assets and probably the most 
usual type of asset owned by the aged person. Although, in 
general, assets are a relatively unimportant source of income to 
the aged, their importance as a financial cushion, enabling the 
elderly to dissave and thereby enjoy a higher living standard, 
cannot be overlooked. Currently, over 70 per cent of aged 
OASDI beneficiary couples own their own homes and 87 per 
cent of these are free of mortgage debt. The median net worth 
of nonfarm homes of this beneficiary group was over $8,000, 
according to their own estimates. 

LIQUID ASSETS. The Federal Reserve Board’s Survey of 
Ownership of liquid assets by age groups shows the aged in a 
favorable position in relation to the total population. For 
example, 20 per cent of the aged have $5,000 or more of 
liquid assets as compared to fewer than 10 per cent of the 
total population, and 40 per cent of the aged have $2,000 or 
more of liquid assets as compared to only 21 per cent of the 
total population. In fact, no other age bracket shows as favor- 
able a liquid asset position as the group aged 65 and over. 

Incomes plus assets must be considered when evaluating 
the capacity of the aged to buy their own health insurance. 
Those aged who are still working can and do purchase health 
insurance as do other age groups in society. The problem is in 
reference to the retired aged. But even many of these and some 
with very low incomes have some form of private health insur- 
ance. The Department of Health, Education, and Welfare re- 
ports, for example, that at the end of 1957, 21 per cent of 
OASDI beneficiary couples with annual incomes under $1,200, 
35 per cent with annual incomes of $1,200—$1,799, and 44 
per cent of those with incomes of $1,800—$2,399 had hos- 
pitalization insurance. Low income, aged couples meet 
premiums either out of their incomes, out of dissaving from 
their assets, or, in some cases, by relatives’ paying the 
premiums. 


Current Health Insurance Coverage 

What is the present situation as to health insurance cover- 
age of the aged? Currently, 50 per cent of the aged have some 
form of private insurance and the former Secretary of Health, 





“This downward bias in respect to incomes of all aged is somewhat 
offset by exclusion of many over 80 years of age with very low in- 
comes who are not entitled to OASI benefits. 
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Education, and Welfare has estimated that by 1965, 70 per 
cent of the aged will have hospital insurance.** This is the 
identical percentage of the aged that the former Secretary has 
estimated would receive health benefits upon extension of the 
OASI program to provide such benefits as under the Forand 
Bill. The fact that seven years ago only 26 per cent of all aged 
had private hospital insurance further dramatizes the signifi- 
cance of these figures. 

Methods currently employed to provide health insurance 
protection for the aged include:** (1) continuation of group 
health insurance coverage for older workers; (2) continuation 
of group health insurance coverage for retired employees and 
their dependents, generally with part or all of the premium 
paid by the employer; (3) conversion of group health insur- 
ance to an individual policy basis upon retirement; (4) sale 
of new group health insurance to aged persons through such 
organizations as the National Retired Teachers Association 
(which has enrolled well over 100,000 in its noncancellable 
group), hospitalization-surgical insurance program, Golden 
Age Clubs, etc.; (5) continuation of individual health insur- 
ance purchase in earlier years; (6) sale of new individually- 
purchased health policies to aged persons; and (7) sale of 
health insurance that is paid up at age 65. 

Comprehensive data recent enough to reflect the very rapid 
increases in coverage of the aged during the last two years are 
unavailable, but the scattered data which are available indicate 
that concerted efforts of insuring agencies and of other groups 
have been very effective. For example, a 1959 Bureau of 
Labor Statistics Survey of hospital benefits provided under 
collectively-bargained health and insurance programs reports 
that: 
Retired workers and their dependents were provided 
benefits under almost two out of five of the plans with 
benefits for the active workers and their dependents—a 
sharp increase over 1955 when only one out of four ex- 
tended benefits to retired workers and one ovt of five 
plans extended them to retired workers’ dependents. In 
addition, three plans in the maritime industry that did 
not provide benefits for workers while active employees, 
granted them coverage once they retired.’® 


PRESENT FEDERAL GRANT PROGRAM FOR 
MEDICALLY INDIGENT 


Within the aged population, just as with other segments of 
the total population, there are indigent individuals who cannot 
afford to pay for the cost of medical care. There is, of course, a 
case for further government aid for this group to the extent 
that it can be demonstrated that existing public assistance pro- 
grams and private charity do not provide adequate medical 
care. 

Such an approach was incorporated in the bill passed by 





*A. S. Flemming, Jr., House Ways and Means Committee Hearings 
Hospital, Nursing Home, and Surgical Benefits for OASI Beneficiaries, 
July 1959, p. 10. 

*See J. F. Follmann, Jr., “A Challenge to Industry and Insurance,” 
The Insurance Law Journal, December 1959, pp. 749-50. 

"Monthly Labor Review, February 1960, pp. 156-57. 


THE ATLANTA ECONOMIC REVIEW 





Congress at the end of August, 1960. This bill increases fed- 
eral grants to the states for medical benefits for persons receiv- 
ing old-age assistance and adds a new federal grant program 
for the “medically indigent,” i.e., aged persons whose incomes 
and assets are too high for them to qualify for old-age assist- 
ance but whose resources are determined by the states to be 
insufficient to meet the cost of medical expenses. Federal 
grants under these programs will cover from 50 to 80 per 
cent of authorized medical outlays, depending on state per 
capita income. In both cases the type and extent of medical 
assistance are to be determined by the states. 


WEAKNESSES OF FORAND-TYPE 
LEGISLATION 


The kind of program for which there seems to be little case 
on economic grounds but for which there seems to be consid- 
erable political support is Forand-type legislation. It would 
provide government health benefits to millions of aged who 
can afford to pay for them on their own and would not pro- 
vide benefits to the group which contains such a large per- 
centage of those aged most in need of help, namely, the four 
to five million persons over 65 who are not eligible for 
OASDI. This program would be financed by tax money com- 
pulsorily collected from the rest of the population, many of 
whom are less well off than the proposed beneficiaries. 

There is another aspect of the proposal to provide govern- 
mental health benefits to the aged that should be of concern 
to economists. Thus far, social security has provided benefits in 
one form only, namely cash. This, of course, enables the 
beneficiary to exercise freedom of choice—to use the benefits 
and any other income he may be receiving to buy those goods 
and services—food, clothing, housing, medical care, etc——for 
which he has the highest preference. The Forand Bill even 
denies the individual the right to choose the type of health 
service plan he prefers. If health services are to be singled out 
for special treatment, why not “decent” housing, “adequate” 
diets and clothing, or for that matter, “proper” education and 
recreation? 


EMORY UNIVERSITY STUDY OF MEDICAL 
NEEDS OF THE AGED 


The findings of the recent study, A Profile of the Aging: 
U.S.A., by Professors James W. Wiggins and Helmut Schoeck"* 
of Emory University, strongly support the above conclusions. 
The Wiggins-Schoeck study covers the noninstitutionalized 
aged in the United States; interviews were conducted with 
1,492 persons 65 years of age or older. Respondents were 
found through the use of area probability sampling and the 
sample was stratified by sex, socioeconomic level, residence 
category, and geographic divisions. 

The authors found that aged persons enjoy surprisingly 
good health—90 per cent of all respondents said that they 


“A paper presented to the Fifth Congress of the International As- 
sociation of Gerontology, San Francisco, California, August 11, 1960. 
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were in either good or fair health with only 10 per cent stat- 
ing that they were in poor health. Two thirds of the group 
declared themselves in good health. 

The modal cash income of the group was between $2,000 
and $3,000 per annum. The net worth of the modal re- 
spondent (almost 60 per cent of the group were in this 
category) was in excess of $10,000. It is worthy of note that 
“a large number of respondents spontaneously and energeti- 
cally stated that they did not have any debts, and did not 
believe in buying on credit.” 

Ninety-two per cent of the respondents replied “no” to the 
question as to whether they had any medical needs that were 
not being cared for. When asked how they would cope with a 
medical emergency'® if they had no health insurance, 42 per 
cent of the respondents stated that they would use cash or a 
check to pay the bill, 11 per cent would mortgage their 
homes, and 15 per cent would sell stocks and bonds or use the 
cash value of insurance. Sixty-four per cent of the respondents 
reported that they had insurance for medical purposes. 

The following are some of the more important conclusions 
reached by the authors of this pioneering study: 

The data presented in this paper strongly support a 
reexamination of the conceptions of the aging in the 
United States. It may be seriously questioned whether in- 
creasing age is pathological per se, as is implied by the 
alarm with which it is viewed by many researchers, pro- 
fessional helpers, and policy makers. While attempting to 
“study” the aging, the social scientists may make them ob- 
jects, rather than persons, and in so doing produce prob- 
lems where none previously existed. Even we social scien- 
tists, who are aware of age grading, respond to the system 
as though it has a biological and social reality which is 
difficult to demonstrate. 

There seems to be little doubt that the present carica- 
ture of the aging derives from the application of experi- 
ence of a generation ago to a new type of population 
over 65 years of age. 


IN SUMMARY 


It seems clear, therefore, from the evidence examined in 
this paper, that a substantial majority of today’s aged can af- 
ford to pay for health insurance and that in the future the 
percentage will be even higher. Certainly the four million 
persons over 65 who are either employed or wives of em- 
ployed persons can pay for their own health care. In addition, 
the almost universal coverage of OASDI, the continuing and 
rapid expansion of private pension plans, and the steadily 
increasing real national income are signs pointing to the 
future when the great majority of the retired aged will be, if 
they are not already, out of the category of those unable to 
pay for their own health care. 


"This was defined as follows: For a lower class respondent.a bill 
of $1,000; for a middle class person a bill of $2,000; and for an 
upper income person a bill of $5,000. 
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JOBS FOR TOMORROW 


The Problem 


The growing problem of jobs for unskilled workers who 
migrate from farms to cities is one of concern to the nation. 
Georgia, like many other states, is taking specific steps toward 
providing for this migratory group, and others, skills for jobs 
in industry. In A Special Report on Vocational Education. 
1960, for the Governor’s Conference on Education, the Vo- 
cational Education Task Force of the Georgia Nuclear Ad- 
visory Commission presented a review of the status of and 
need for vocational education in the state, making specific 
recommendations. The following excerpts, including some 
of the recommendations, are quoted with some abridgment 
from this report: 

In 1917, when Georgia began its first vocational pro- 
grams, the state’s economy was basically agricultural. In 
a state composed largely of small towns and rural com- 
munities with only a few large cities, the men made their 
livelihood on the farm and women were seldom employed 
outside the home. 

Much activity revolved around producing and preserv- 
ing foods for the farm family. Agriculture and home- 
making education supplied the much-needed educational 
programs to improve farm and home life and their im- 
portance grew in proportion to the needs of the state. 

As the state’s economy along with the national econ- 
omy changed, Georgia expanded its vocational education’ 
in the fields of trade and industrial education, in distrib- 
utive education, in business education and industrial 
arts.” However, the economic changes in Georgia have 
been more extensive and more rapid than has been the 
expansion of the new vocational programs. 

The movement of people from the farms to industrial 
centers creates a number of problems, and the fact that 
much of this farm labor is unskilled industrially magnifies 
these problems. Georgia, like much of the rest of the 
nation, is facing an industrial revolution complicated by 
complex technological and scientific advances. This de- 
velopment has created many new kinds of employment 





For the purposes of this study, the term vocational education refers 
to work at the high school and adult levels for which funds are pro- 
vided under the national vocational acts of 1917 (Smith-Hughes) and 
1948 (George-Barden) or to work similarly organized but operating 
without federal assistance. 

*Agriculture—in the proportion that the state farm population 
bears to total national farm population; homemaking—in the pro- 
portion that the state rural population bears to total national rural 
population; trade and industrial—in the proportion that the state non- 
farm population bears to total national non-farm population; distribu- 
tive education—in the proportion that the total state population bears 
to national population. 


requiring specific training. At the same time the need for 
unskilled workers is diminishing. Industry must have 
skilled workers trained in specific jobs. 

Technological development has also created a demand 
for greater numbers of skilled workers to service utilities 
and appliances that are coming into almost universal use. 
And, such services as communication, transportation, and 
distribution of goods call for persons with special 
training. 

Technical fields of employment are increasing to such 
an extent that concentrated efforts must be made to ex- 
tend vocational training beyond the high school level. A 
national survey states that for every one scientist or en- 
gineer, industry requires five technicians and 101 skilled 
craftsmen. This would mean that in our program of voca- 
tional education provision must be made, through techni- 
cal institutes or other types of post-high school programs, 
for the training of special technicians that are required by 
various types of industry. 

In considering vocational education at the high school 
level it is necessary to know something of the size, the 
curriculum, and the effectiveness of a given school as well 
as the schools of the state as a whole. Of particular con- 
cern is the extent to which the high school retains its 
pupils through graduation. The situation, considered for 
the state as a whole, is a matter for real concern. The facts 
are that those who drop out of school before graduation 
far outnumber those who graduate from the high schools 
of Georgia. 

We must remember that these drop-outs will soon be- 
come adults, and they constitute a majority of people of 
their age group. They will rear children; they will vote; 
they will secure employment and become economically 
selfsustaining; or if not properly trained they may find 
themselves unable to secure and hold a paying job and 
thus tend to become a charge upon the public treasury. 

Recent studies have shown that the drop-outs are not 
necessarily the dull pupils. It is true that, in general, the 
intelligence of drop-outs averages below that of those 
who persist in school. However, case studies show that a 
disturbingly large number of pupils of better-than- 
average intelligence drop out of school because the school 
does not provide a program of work that is challenging 
to them. 

There is further evidence that well conducted programs 
of vocational education provide one of the best means of 
keeping young people in school and of providing them 
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with a means of becoming useful citizens. The recent 
book, The American High School Today, by Dr. James B. 
Conant seems to define the proper relationship between 
the academic and the applied subjects in the high schools. 

“The controlling purpose of vocational education pro- 
grams at the high school level is to develop skills for use- 
ful employment. These programs relate schoolwork to a 
specific occupational goal but involve more than training 
for specific job skills. 

“Vocational education is not offered in lieu of general 
academic education, but grows out of it, supplementing 
and enhancing it. Vocational education is an integral part 
of the total education program and requires aptitude that 
students at the lowest academic level do not have. Slow 
readers, for example, are not able to benefit from regular 
vocational programs.”® 

At least one vocational program was offered in 1957- 
58 in 158 of the 159 Georgia counties. However, there 
were many counties without adequate number of variety 
of vocational programs. Total enrollments for the indivi- 
dual services are shown in Table 1. 


Table 1 
Enrollments in Vocational Courses in Georgia, 1957-58 





Total High School Adult 











Service Enrollment Enrollment Enrollment 
Agriculture 75,691 27,747 47,944 
Business Education 85,073* 75,538* 9,535 
Distributive Education 7,431 895 6,536 
Homemaking 74,017 53,765 20,252 
Industrial Arts 13,108 13,108 — 
Trade and Industrial 25,097 3,633 21,464 
Total 280,417 174,686 105,731 





*Class enrollments, not necessarily different individuals. 


Some Recommendations 

1. The State Department of Education, through its 
Division of Instruction and the Vocational Education 
Division, should make provision for continued research, 
study, and evaluation of the programs of vocational edu- 
cation in Georgia. Data should be gathered routinely that 
will make it possible for the status of vocational educa- 
tion to be observed throughout the state at any time. 

2. Because the extent of the present program of voca- 
tional education when viewed in relation to the total 
employment needs of the state reveals many training 
needs that are not presently being met, careful study and 
analysis should be made cooperatively by local business, 
industry, and school administration to define in specific 
terms the employment needs in a community in relation 
to its high school curriculum. 

3. There should be a substantial expansion of trade 
and industrial education. Specific areas should be deter- 
mined by means of a detailed study and analysis of each 
school system. 

4. There should be a careful re-definition of business 
education so that proper distinction is made between in- 





troductory courses in typewriting and shorthand on the 
one hand, and the strictly vocational courses at the 11th 
and 12th grade levels. Beginning typewriting should be 
regarded as a convenient skill that is desirable and useful 
for many students. As such it should be taught as an 
elective in the general program of the high school. 

Vocaticnal or terminal courses in business education 
should be strictly vocational in nature and should be 
taken only by those who seriously desire to make voca- 
tional use of them. 

5. There should be substantial expansion of training 
in the distributive occupations in those areas where the 
demand for such training is determined by means of local 
survey and analysis. 

6. More concentration in vocational agriculture should 
be in the area of post high school training for young 
farmers and adults. 

7. Vocational education can serve the people more 
effectively and with maximum benefits to individual 
pupils where an adequate program of testing and guid- 
ance is in operation. Such a program should serve the 
needs of all pupils and should discover the abilities, the 
needs, and the interests of pupils so that suitable courses 
may be selected. Guidance should be effective both for 
vocational and non-vocational pupils. 


Progressive Action 


Policies for the establishment and operation of area voca- 
tional-technical schools in Georgia were adopted in July 1958. 
Since that time the State Board of Education has approved 
twenty centers in Georgia for the location of 31 new schools. 
Each of the schools will serve a 40-mile radius and will pro- 
vide trade and technical courses for high school students, out- 
of-school youth, and adults. The courses, for teaching basic 
skills and for upgrading the presently employed, are designed 
to meet skill requirements, present and anticipated, of industry. 
They include training in such areas as metal working, tool 
and die, electronic technology, industrial electricity, chemical 
technology, auto mechanics, and data processing. 

Mr. William M. Hicks, State Supervisor of Trade and 
Industrial Education, reports the present status of the schools 
as follows: 


2—completed 
2—under construction 
2—out for bids 
10—on drawing boards (state and local funds 
appropriated ) 
10—centers approved with state matching funds 
available 


Location of the schools is designed to give statewide serv- 
ice. Among the centers approved are Walker County, Val- 
dosta, Athens, Swainsboro, Waycross, Moultrie, Thomaston, 
Augusta, Macon, Savannah, Thomasville, Columbus, Albany, 
Rome, Atlanta and Fulton County, DeKalb County, and 


*James B. Conant, The American High School Today (New York: 


McGraw-Hill Book Company, 1959), p. 123. Cobb County. 
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Recent Trends in Consumption 


Changing Consumption Patterns 


In the February 1961 issue of the Review the author com- 
mented on the apparent shift in consumer expenditures from 
“hard” and “semiluxury” goods to “soft” goods and its possi- 
ble significance to the primarily soft-goods producing south- 
eastern states. Those comments were based upon the relative 
composition of retail sales in the United States and in the 
Southeast and the changes which occurred from 1954 to 1958. 

The main purpose of the present article is to trace in a 
general way the shifts in consumer expenditures nationally 
from 1949 through 1960 and, to the extent possible, to indi- 
cate the implications of these shifts for southeastern growth 
and development.’ Interest here is principally in the shifts 
among goods rather than between goods and services. Al- 
though more detailed examination of shifts among specific 
types of goods and services in specific states will be deferred 
to later articles, some specific shifts will be indicated here. 

Next to services, the consumer expenditures which have 
grown most rapidly (in current dollar amounts) have been 
those for nondurable goods. See Figure 1 (a). Expenditures for 
consumer durables have changed very little dollarwise, es- 
pecially since 1950. Percentagewise, however, durable-goods 
purchases have grown at a faster rate than nondurables. The 
main reason for this divergence is that durable goods pur- 
chases constitute a fairly small part of total consumer expen- 
ditures as compared to nondurables. 


When viewed as percentages of total consumer expendi- 
tures, the pattern of shifts is somewhat different from that 
indicated above. See Figure 1(b). Total goods as a per cent of 
consumer expenditures has declined sharply while services 
increased. All of the decline in the share of expenditures for 
goods is attributable to nondurables; durables’ share has in- 
creased slightly. Moreover, practically all of the decline in 
nondurables’ share may be attributed to food and alcoholic 
beverages, and a little to clothing and shoes. 





1All of the shifts cited here relate to national totals. However, the 
February “Southeastern Corner” article indicated a remarkable 
similarity of composition of retail sales (hence presumable consumer 
purchases) in the Southeast and the nation as a whole. 
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Source: Basic data from U. S. Department of Commerce, Business 
Statistics, 1957 Edition, and Survey of Current Business, July 1960 
and March 1961. 





These shifts are precisely as would be expected. As income 
rises (as it has continually done in the postwar period) people 
increase their total expenditures for food, clothing, and other 
necessities but less than proportional to the growth of their 
income. Once a level of income is reached such that the basic 
necessities of life are satisfied, an increasingly larger propor- 
tion of expenditures is for less necessary goods and services. 
Moreover, the data shown here suggest that a level of income 
has been reached at which the desire for more and better 
durable goods, such as automobiles, has been largely satis- 
fied. Hence there is a strong tendency to spend more and 
more, in total and as a share of total expenditures, for services 
of various types. Those services which seem to have gained 
most include, among others, medical care, education, and in- 
terest on debt. It seems evident that the shifts indicated are of 
a long-term nature rather than purely temporary. 


The Nature of Southeastern Manufacturing 


To get an idea as to how the consumption shifts cited might 
affect production in the Southeast, it is well to examine a few 
highlights of the pattern of southeastern production. The 
Southeast is not a world unto itself but a part of the nation. 
Shifts in national consumption patterns are of considerable 
significance for present and future producers located in the 
Southeast, especially those who manufacture for national or 
“semi-national” markets. 


June 1961 


The Southeast is a net “importer” of certain types of goods 
and a net “exporter” of others. Table 1 shows the ratio of the 
per cent total manufacturing value added generated in se- 
lected consumer goods industries in the Southeast to those in 
the nation. A ratio greater than one indicates that the South- 
east is a net “exporter”; a ratio less than one indicates that 
the Southeast is a net “importer.” 

With respect to specific types of consumer goods, the South- 
east as a whole is on balance neither a net importer nor ex- 
porter of manufactured food products, although this varies 
widely from state to state. Similarly considered, the Southeast 
may be viewed as a net exporter of apparel and related 
products and of furniture and fixtures, and as a net importer 
of petroleum products and transportation equipment. For any 
given state, Georgia for example, this might be quite different. 
Georgia may be viewed as a net exporter of food products 
and apparel, and a net importer of petroleum products. 

In general, the southeastern states are net exporters of 
nondurable goods and net importers of durable goods. 


Table | 


Value Added by Manufacture, Selected Industries 
Eight Southeastern States, 1958 
(Ratio of State's Per Cent of Total to That of U. S.) 














Nondurable Goods Durable Goods 
Stete Food Apparel & Petrol. Transp.2 ‘Furniture & 
Prod. Related Prod. Prod. Equip. Fixtures 

ff. eee 1.0 1.3 0.9 0.4 1.8 
labama _ .... ~ OF 1.3 0.3 0.6 0.6 
Florida... i 0.5 0.2 0.4 1.6 
Georgia . « 2.2 0.2 1.l 1.1 
Louisiana » SS 0.4 7.6 0.3 0.3 
Mississippi » 2.8 0.5 1.0 2.7 
Carolina .... . 0.6 0.9 0.0 0.0 40 
S. Carolina ...... .. 05 1.6 0.0 0.0 0.6 
I destehsainttnsiaities 1.0 15 0.2 0.2 1.7 





a Includes all transportation equipment. State data for automobiles and parts 
only are not available. To the extent of difference between manufacture of auto- 
mobiles and other transportation equipment in the various states, these data 
do not conform to the specific present needs. 

Source: Computed from S. Bureau of the Census, Census of Manufactures, 
1958, Preliminary Area Reports. 


Conclusions 


On the basis of the observations made here, it seems clear 
that the eight states cited are in general net exporters of the 
general classes of consumer goods for which the total demand 
can be expected to continue growing rapidly in dollar 
amounts. The states, however, are in general net importers of 
the types of goods for which demand is likely to continue to 
grow most rapidly in percentage terms. The types of pro- 
ducts produced most in the Southeast are those for which total 
consumer expenditures are growing but which make up a 
declining share of the consumer budget. 

The precise meaning of this for future development activity 
is not altogether clear. It does, however, seem sufficiently clear 
that if any state or region is to increase its income and employ- 
ment relative to other states or regions, it can best do so by 
gaining a larger share of the productive capacity of products 
the demand for which is growing relatively fastest. 

Roger L. Burford 
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% Change 
3 months ‘61 
March February % March % over 
1961 1961 Change 1960 Change 3 months ‘60 
EMPLOYMENT 
Job Insurance (Unemployment) 

Payments $1,082,109 $836,667 429.3 $507,499 +113.2 +102.1 
Job Insurance Claimants ee 13,236 13,434 —1.5 8,023 +65.0 +65.8.* 
Total Non-Ag. Employment ___ 358,850 360,500r —0.5 364,600r —1.6 —1.2* 
Manufacturing Employment —__ 79,300 81,500r —2.7 87,700r —9.6 —7.4* 
Average Weekly Earnings, 

Factory Workers $80.57 $81.54r —1.2 $72.22 +11.6 +-3.2° 
Average Weekly Hours, 

Factory Workers 39.3 39.2r +0.3 35.4 +11.0 +2.7* 
Index of Help Wanted Ads 

(Seasonally adjusted, 1947-49 

Avg.=100) 124.7 128.3 —28 152.0 —18.0 —244 

CONSTRUCTION 
Number of Building Permits§ 1,028 658 +56.2 68.5 +50.1 +28.8 
Value of Building Permits$ ______. $6,858,908 $5,491,285 +249 $7,820,919 —12.3 +0.7 
Employees 21,300 21,150r +0.7 19,500r +9.2 +7.3* 
FINANCIALT 
Bank Debits (Millions) —___. $2,225.5 $1,882.5 $18.2 $2,068.7 +7.6 +29 
Bank Deposits (Millions) —.___ $1,347.2 $1,368.4 —1.5 $1,231.9 +94 +8.4* 
OTHER 
Department Store Sales Index ___. 160 164 —24 157 +19 —4.49 
Retail Food Price Index —____ 117.4 117.9 —0.4 115.0 +2.1 +29*%* 
Number of Telephones in Service. 385,827 384,414 +04 366,609 +5.2 +5.5** 
Consumer Price Index _______. 127.7 127.7# —0.0 126.7 +08 +0.8 








r—Revised 
§City of Atlanta only 


* Average month 
# Preceding quarter 


**End of period 


1—Based on retail dollar amounts 
+ Data from members of the Federal Reserve System only 


Sources: All data on employment, unemployment, hours, and earnings: Employment Security Agency, Georgia Department of Labor; Number Help 
Wanted Ads: Atlanta Newspapers, Inc.; Building permits data: Office of the Building Inspector, Atlanta, Georgia; Financial data: Board 
of Governors, Federal Reserve System; Retail Food Price Index: U. S. Department of Labor; Department Store Sales Index: Federal Re- 
serve Bank of Atlanta and Board of Governors, Federal Reserve System; Telephones in Service: Southern Bell Telephone and Telegraph 
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Figures released by the Georgia Employment Service reveal 
that the decline in monagricultural employment which the 
Atlanta Area has been experiencing since the middle of 1960 
continued on through March, reaching the lowest point on 
record since June 1959. Thus, this year’s first quarter ran 
substantially under 1959, averaging about 4,500 fewer jobs 
a month. It should be remembered that these figures are the 
latest official estimates available at the date of this writing 
(May 8), but more current-unpublished information indicates 
that an upturn is apparently underway. 

The big pinch has been, of course, in manufacturing em- 
ployment. In March there were only 79,300 jobs reported as 
compared to, say, March of 1960 when there were 87,700 jobs 
in manufacturing plants. This low ebb has been equaled in 
recent years only by the 1958 recession (see accompanying 
graph). One of the most significant factors in the March drop 
was the inventory adjustments made by several of the auto 
assembly plants during that month. This accounted for most 
of the 2,200 jobs lost in the category of transportation equip- 
ment. Again though, current information shows auto manu- 
facturing to be on the upswing and much of the auto unem- 
ployment will be wiped out in the April figures. 

The unemployment picture was indeed grave in March. The 
state’s Employment Security Agency reports that it paid out 
$1,082,109 in unemployment compensation benefits during 
that month, the largest sum ever paid by that office. February, 
incidentally, was the record month for number of job insurance 
claimants— 13,434. 

The index of help wanted ads, which is a fairly good indi- 
cator of the demand for labor in the Area, showed a promis- 
ing rise in February but then dropped back about 3 per cent 
in March, making the first quarter’s average about 24 per 
cent under the same period last year. 

Construction activity in the Metropolitan Area had been 
slipping downward since the latter part of 1959. However, 
during March the City of Atlanta Inspector of Buildings’ office 
issued the greatest mumber of building permits (1,028) in 
five years. Viewed from the standpoint of value ($6.8 million) 
the figure is not quite as impressive. In fact, this is actually less 
than the average monthly value of permits issued last year. 
The explanation lies in the types of permits issued in March. 
Most of them were relatively low-cost projects, such as resi- 
dential additions, alterations, and repairs, fire escapes, eleva- 
tors, and signs. 

Bank debits registered a nice gain in March (18 per cent 
over February), indicating that spending in the Atlanta Area 
was substantial during the month. 


June 1961 


. ATLANTA BUSINESS ACTIVITY 


MANUFACTURING EMPLOYMENT 
STANDARD METROPOLITAN AREA 
ATLANTA 1957-61 





| 90, 000 





-60, 000 


*Gwinnett County added to Standard Metropolitan Area 
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Source: Georgia Employment Security Agency. 


There are several important developments in the Area that 
undoubtedly will eventually assist the economy of this city. In 
addition to the now well-publicized Lockheed Aircraft contract, 
work on the Atlanta expressway system continues to be brisk, 
while further proposals for a new mass rapid-transit system 
(recommended recently by the Metropolitan Planning Com- 
mission after making a special transportation study) suggest 
additional work at some point in the future. In addition, the 
Atlanta urban renewal program is progressing rapidly and 
the clearance of substandard areas has been accelerated, the 
city having purchased two large tracts for renewal on which 
a downtown apartment and hotel-motel project will be devel- 
oped. A multimillion dollar cement plant is planned for some 
undisclosed site near Atlanta during the summer. When com- 
pleted in 1962 it will employ about 200 people. 


John R. O'Toole 
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Research Studies Available 


RESEARCH PAPER NUMBER 19 


Does Present-Day Selling Meet Professional 
Standards? 


... David J. Schwartz 
28 + iii pp., 814 x 11 in. 
(Price—50¢ plus 2 cents sales tax in Georgia) 


In a study to determine objectively whether selling 
meets “professional” standards, Dr. Schwartz applies 
five generally accepted criteria for determining profes- 
sional status: (1) intellectual preparation, (2) con- 
tinuous learning and development, (3) attitude of 
service, (4) adherence to accepted ethical standards or 
codes, and (5) public recognition and respect. 

Although the author finds evidence of some favor- 
able trends toward professional status, he cites a num- 
ber of attitudes and behavior patterns of salesmen 
which typify unprofessionalism; and he concludes that, 
generally, personal selling does not meet professional 
standards. 

Dr. Schwartz is professor of marketing, School of 
Business Administration, Georgia State College of 
Business Administration. 


BULLETIN NUMBER 5 
STUDIES IN BUSINESS AND ECONOMICS 


Cotton Manufacturing in the Southeast, 
An Historical Analysis 
.. . Jack Blicksilver 
176 + viii pp., 6 x 9 in. 


(No charge for single copies) 


Dr. Blicksilver’s monograph on the southern cotton 
textile industry interprets and evaluates the factors 
which led to the industry’s establishment and growth 
in the South. The author presents the problems of be- 
ginning in the Southeast, triumphs and adversities, 
and progress of the industry in its groping for maturity. 

In his preface Dr. Blicksilver points out that there 
“are numerous parallels between the South since 1880 
and underdeveloped parts of the world which today are 
striving to find a place in the economic sun.” 

The author is associate professor of economic history, 
School of Business Administration of Georgia State 
College of Business Administration. 


For copies of the studies named above, send requests to the Bureau of Business and Economic Research, School of Business 
Administration of Georgia State College of Business Administration, 33 Gilmer Street, S. E., Atlanta 3, Georgia. 
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